The stock market is an economic institution that promotes the growth and development of the economy of a nation. This paper investigated the impact of inflation on stock market performance in Nigeria using time series data for twenty years from 1991 -2010.The regression analysis was used to evaluate the influence of inflation on various measures of stock market performance; market capitalization (MCAGDP), total value traded ratio (TVMS), percentage change in All-share Index (%ΔASI) and turnover ratio (TOR). It was revealed that these measures were negatively related to inflation in convergence to a priori expectation except for TOR which showed a positive relationship. This seemly low level of influence of inflation ranging between 14.6% and 0.3% revealed that stock market investments are regarded as a good hedge against inflation in Nigeria. However, the Securities and Exchange Commission (SEC) and the Nigerian Stock Exchange (NSE) should engage in public enlightenment and improve on corporate governance framework to encourage more investment and improve transactions in the market considering its present low level of activities. It was recommended that the Central Bank of Nigeria (CBN) should formulate and use policy statements that will maintain inflation at low ebb in order not to erode the value of gains by investors on stock.
INTRODUCTION
The stock market is a common feature of a modern economy and it is reputed to perform functions that promote the growth and development of the economy. The market is an economic institution; which promotes efficiency in capital formation and allocation. It enables governments and industry to raise long-term capital for financing new projects, and expanding and modernizing industrial and commercial concerns.
Investment in the stock market is long term in nature; hence any development that could affect the stability of the polity or economy usually has serious impact on the performance of the stock market. Corrado and Jordan (2002) identify inflationary rate amongst others as a factor that could influence the market performance.
Economists have long recognized inflation as one of the major factors that could derail the economy of any country. In Nigeria, the problem of inflation has caused the monetary authority to seek remedies on a continual basis. Therefore, studying the impact of macroeconomic factors such as the rate of inflation on stock market performance has implications for investors and policy makers.
The stock market performance influences the performance of the economy vice versa. According to Alile (1997) , the central objective of the stock exchange worldwide remains the maintenance of the efficient market with attendant benefit of economic growth.
In recent times there was a growing concern on the role of stock market in economic growth (Levine and Zervos, 1996; Demirguc-Kunt and Levine, 1996; Oyejide, 1994; Nyong, 1997; Obadan, 1998; Onosode, 1998; Emenuga, 1998; Osinubi, 1998) . The stock market is of interest to economists and policy makers because of the perceived benefits to the economy.
Studies by Corrado and Jordan (2002); Onagoruwa (2006) ; Daferighe and Aje (2009) look at some of the factors influencing stock market price behaviour. The stock market serves as a veritable tool in the mobilization and allocation of savings among competing uses which are critical to the growth and efficiency of the economy.
The performance of the stock market is of utmost importance to investors, policy makers and the likes. The measures of stock market performance include market capitalization; which measures stock market size, stock market liquidity which refers to the ability of investors to buy and sell securities easily. Others are All Share Index; which reflects the performance and condition of the stock market, and the turnover ratio; which is an index of comparison for market liquidity rating and level of transaction costs.
In Nigeria, inflation rates have persistently been two digits; this has been an issue confronting policy makers, investors, analysts and economists. It is one of the major factors that could derail the economy of any nation. The stock market which also contributes to economic growth will invariably be affected by inflation, hence the need for this paper.
In the paper the issues for determination are as follows:
(i) what is the correlation between inflation and the total value of listed shares in the Nigerian stock market?
(ii) is there any correlation between stock market liquidity and inflation? (iii) does inflation impact positively on the performance and condition of the stock market?
(iv) what is the correlation between inflation and the turnover ratio of the Nigerian stock market?
Studies by DeGregorio (1992); Fischer (1993) ; Barro (1995); and Bruno and Easterly (1995) uncover a significant negative correlation between inflation and the growth performance of various economies. This paper investigates the empirical association between inflation and the performance of the stock market in Nigeria; to establish statistical association between inflation and various stock market performance measures. Evidence regarding this relationship in Nigeria seems scarce in the literature. It is in the light of this that the detailed nature of the empirical linkages between inflation and the various measures of stock market performance in Nigeria is being undertaken. (ii) Total value of shares traded ratio (TVMS) which is the total value of share traded divided by the GDP.
Methodology and Model
(iii) Percentage change in All Share Index which is represented by ( %Δ ASI).
(iv) Turnover ratio (TOR) which is the total value of shares traded divided by the market capitalization.
The following models are formulated for this study: In principle, the a priori expectation is that the stock market should do well under conditions of strong economic growth and low inflation rates. Thus:
The basic assumption for this work is thus; H 0 : There is no negative statistical association between stock market performance measures of the Nigerian stock market and inflation.
The data; mainly secondary data; were organized and analyzed by the statistical SPSS package to determine the relationship between inflation and the stock market performance measures and to determine the extent of dependence between inflation rate and the stock market measures. The student t-statistic was used to test the hypothesis at 5% level of significance.
Stock market contributes to economic growth through specific services it performs either directly or indirectly. Among the functions of the stock market are mobilization of savings, creation of liquidity, risk diversification, improved dissemination and acquisition of information, and enhanced incentive for corporate control.
At any stage of a nation's development, both the government and the private sectors would require long term capital. Companies would need to build new factories, expand existing ones, or buy new machinery. On the other hand, government would require funds for the provision of infrastructures. All these activities require long term capital; which is provided by a well-functioning stock market.
Various researches seem to show convergence opinions on the impact of inflation on the stock market. Engle and Rangel (2005) studied emerging markets as well as developed markets by accounting for volatility clustering and find that countries with high rates of inflation tend to have high stock market volatility.
On their part, Boyd, Levine and Smith (1996) in their study conclude that inflation is negatively correlated with stock market performance. Others that share this opinion include Hellerstein (1997) Gerolamo (2001) identifies the impact of inflation on interest rate as a channel through which it affects the stock market and ultimately economic growth. In studying the impact of Real Gross Domestic Product (RGDP), inflation and interest rates on stock prices of quoted companies in Nigeria, Daferighe and Aje (2009) conclude that inflation and interest rates are negatively correlated with stock prices.
The determination of the overall growth of an economy depends on how efficiently the stock market performs its allocative functions of capital. The main measures of stock market performance include; stock market indexing, market capitalization and stock turnover.
Stock market indexing is one of the most widely used measures of stock performance. Investors hold portfolios of many assets but it is cumbersome to follow progress on each security in the portfolio. Thus, it is prudent to observe the entire market under the notion that their portfolio moved in the same direction as the aggregate market. According to Simiyu (1992) as cited in Kithinji and Ngugi (2009) , the assumption that randomly selecting a large number of stocks from the total market should enable the investor to generate a rate of return comparable to the market.
Market capitalization is another measure of stock market performance. It measures market movements by measuring the total value of stock in a particular stock market by aggregating the market value of the quoted stocks. Changes in market capitalization occur due to fluctuations in share prices or issuance of new shares and bonus issues. The implication is that increased level of activity at the market may signal more investments in the market.
On the other hand, market turnover indicates inflows and outflows in the stock market and it is based on the actively traded shares. Otuke (2006) cited in Kithinji and Ngugi (2009) states that a change occurs due to the actively traded shares and owing to fluctuations in share prices or number of shares traded in a given day.
Inflation affects the performance of stock markets as it causes differences between real and nominal interests rates; thus changing the spending and saving behaviour of individuals, companies and government. Unexpected changes in the rate of inflation make it difficult for companies to plan; which inhibits growth and innovations. Beyond the impact of the domestic economy, differential inflation and interest rates influence the traded balance between countries and exchange rate of currencies (Reilly and Brown, 1997) . Table 1A presents data for Inflation rates, market capitalization ration, value traded ratio, turnover ratio and percentage change in All-share index (ASI) for 1991 to 2010. The results of the evaluation of the regression models are presented as follows:
Data Presentation and Result of Analysis:
Table1A: Inflation rate, market capitalization ratio, value traded ratio, turnover ratio and percentage change in Allshare Index (1991-2010). The result reveals that INF is responsible for 12.3% variation in MCAGDP (market capitalization ratio) of the Nigerian stock market. The adjusted r 2 coefficient 0.123 (coefficient of determination) indicates that INF accounted for 12.3% of the variation in the influence on MCAGDP of the stock market.
The t cal ==5.296 > t tab = 1.729, which means that the assumption that there is no negative statistical association between MCAGDP and INF is rejected. Thus:
The explanatory variable coefficient (coefficient of INF) is correctly(theoretical expected) signed at 5% level of significance. There is a negative correlation of -0.411 between MCAGDP and INF. This aligns with a priori expectation. Hence, the model is correctly specified and statistically significant at 5% significant level. The result reveals that INF is responsible for 14.6% variation in TVMS (total value traded ratio) of the Nigerian stock market. The adjusted r 2 coefficient 0.146 (coefficient of determination) indicates that INF accounted for 14.6% of the variation in the influence on TVMS of the stock market.
Model 2:
The t cal ==4.595 > t tab = 1.729, which means that the assumption that there is no negative statistical association between TVMS and INF is rejected. Thus: TVMS = 2.071 -0.047 INF The explanatory variable coefficient (coefficient of INF) is correctly (theoretical expected) signed at 5% level of significance. There is a negative correlation of -0.437 between TVMS and INF. This aligns with a priori expectation. Hence, the model is correctly specified and statistically significant at 5% significant level.
Model 3:
% ΔASI. = θ 0 + θ 1 INF + γ The explanatory variable coefficient (coefficient of INF) is correctly (theoretical expected) signed at 5% level of significance. There is a negative correlation of -0.224 between % ΔASI and INF. This aligns with a priori expectation. Hence, the model is correctly specified and statistically significant at 5% significant level. 
Model 4:
TOR = ρ 0 + ρ 1 INF+ ε
SUMMARY AND CONCLUSIONS
Inflation rates in Nigeria have persistently been twodigits and considering its impact on the performance of the stock market informed the need for this paper. The paper presents preliminary evidence of the influence of inflation (INF) on measures of stock market performance; market capitalization ratio (MCAGDP), total value of shares traded ratio (TVMS), turnover ratio (TOR), and percentage change in All-share Index (% ΔASI) for a 20-year period (1991) (1992) (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) .
Evaluation of the impact of inflation on the various measures show that the greatest influence of 14.6% is on TVMS while the least is on %ΔASI of 0.3% variation. This shows that the effect of inflation on performance of Nigerian stock market is weak. All the measures show a negative relationship to inflation except TOR which showed a divergence from a priori expectation as revealed by the positive correlation between inflation and the turnover ratio.
A look at the Table 1A (Appendix A) reveals that 2004-2007 was period of peak of activities in the Nigerian stock market. However, inflation accounts for just 3.8% influence on turnover ratio. These low levels of influence of inflation on measures of stock market performance show that investments in the market are regarded as a good hedge against inflation in Nigeria.
Considering the importance of the stock market to economic development, the Securities and Exchange Commission (SEC) and the Nigerian Stock Exchange (NSE) should strive to improve on market capitalization of the stock market by attracting listing and increased trading activities. The present state of the Nigerian stock market is not unconnected with low literacy level and poor corporate governance issues.
The issue of public enlightenment to encourage investment and transactions in stock should be given attention; while appropriate corporate governance framework should be put in place and enforced for a restoration of confidence in the market. The problem of double digits inflation rate should be tackled. The Central Bank of Nigeria (CBN) should formulate and use policy instruments that will maintain inflation at a reasonably low level so that it will not erode the real value of stock gains.
